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INDEPENDENT AUDITOR'S REPORT

November 3, 2006

To the Board of Directors
Pontiac Academy for Excellence

We have audited the accompanying financial statements of the govemmental.
activities and the aggregaie remalning fund information of Pontiac Academy for
Excellence as of and for the year ended June 30, 2006, which collectively
comprise the Academy's basic financial statements as listed in the table of
contents. These financial statements are the responsibility of Pontiac Academy
for Excellfence's management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the basic
financial statements. An audl also includes assessing the accounting principles
used and significant estimates made by managesment, as well as evaluating the
overall basic financial statement presentation. We believe that our audit provides

a reasonabie basis for our opinions.

In our opinion, the basic financial statements referred to above present fairly, in
all material respects, the respective financial position of the governmental
activities and the aggregate remaining fund Information of the Pontiac Academy
for Excellence as of June 30, 2006, and the respective changes in financial
position for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

4855 State Sweet | P.O. Box 6457 | Saginaw, Michigan 48608 | 989.790.3900 | Fax: 989.790.3155
526 West Genesee Strset | Frankenmuth, Michigan 48734 | 089.652.6220 | Fax: 989.652.2245



To the Board of Directors
Pontiac Academy for Excelience
Page Two

In accordance with Government Auditing Standards, we have also issued a
report dated November 9, 2006 on our consideration of the Academy's intemal
control over financial reporting and our tests of compliance with certain
provisions of laws, ragulations, contracts and grants. The purpose of that report
is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide opinions on the
internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Govemment Auditing
Standards and should be considered in assessing the results of our audit.

The management’s discussion and analysis is not a required part of the :basic

financial statements but is supplemental information required by the

Govemmental Accounting Standards Board. We have applied certain limited

procedures, which consisted principally of inquiries of management, regarding

the methods of measurement and presentation of the required supplemental -
information. However, we did not audit the information and express no opinion:

on it.

Cur audit was conducted for the purpose of forming opinions on the financial

statements that collectively comprise the Pontiac Academy for Excellence's basic

financial statements. The accompanying required supplemental information and

other supplemental information, as kenfified In the tabie of contents, are not a

required part of the basic financial statements. The accompanying schedule of .
expenditures of federal awards is presented for the purpose of additional analysis

as required by U.S. Office of Management and Budget Circular A-133, Audits of
States, Local Governments and Non-Profif Organizations, and is also not a

required part of the basic financial statements of Pontiac Academy for

Excellence. The required supplemental information is required by the

Governmental Accounting Standards Board; the other supplemental information

is presented for the purpose of additional analysis. The required supplemental

information, the other supplemental information and schedule of expenditures of

federal awards has been subjected to the auditing procedures applied in the

audit of the basic financial statements and, in our opinion, is fairly stated in alil

material respects in relation to the basic financial statements taken as a whole.

Inctmar, Radvengeme, Lehaceman 5 tame P.C

Certified Public Accountants



MANAGEMENT’S DISCUSSION AND ANALYSIS




PONTIAC ACADEMY FOR EXCELLENCE
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

This section of the Pontiac Academy for Excellence annual financiai report
presents our discussion and analysis of the Academy‘s financial performance
during the year ended June 30, 2006. Please read it In conjunction with the
Academy's basic financial statements, which immediately follow this section.

Using this Annual Report

This annual report consists of a series of financial statements and notes to those
statements. These statemenis are organized so the reader can understand
Pontiac Academy for Excellence financially as a whole. The Academy-wide
financial statements provide information about the activities of the whole
Academy, presenting both an aggregate view of the Academy’s finances and a
longer-term view of those finances. The fund financial statements provide the
next level of detail. For govemmental activities, these statements tell how
services were financed in the shortterm as well as what remains for future
spending. The fund financial statements look at the Academy's operations in
more detail than the Academy-wide financial statement by providing mformatlon
about the Academy’s funds. .

Management's Discussion and Analysis (MD&A)
(Required Supplemsntal Information)

Basic Flnancial Statements

Academy-wide Financial Statements Fund Financial Statements
Notes to the Basic Financial Statements

(Required Supplemental Information)
Budgetary Information — General Fund

Other Supplemental Information
Reporting the Academy as a Whole - Academy-wide Financial Statements

One of the most important questions asked about the Academy is, “ As a whole,
what is the Academy's financial condition as a result of the year's activities?”
The staterment of net assets and the statement of activities, which appear first in
the Academy's financial statements, report information on the Academy as a
whole and its activities in a way that helps you answer this question. We prepare
these statemenis to include all assets and liabilities, using the accrual basis of
accounting, which is simllar to the accounting used by most private sector
companies. All of the current year's revenues and expenses are taken into
account regardless of when cash Is received or paid.



PONTIAC ACADEMY FOR EXCELLENCE
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Reporting the Academy as a Whole - Academy-mde Fmanclal Statements
{continued) ,

These two statements report the Academy's net assets — the difference between -
assets and liabilities, as reported In the statement of net assets — as one way to
measure the Academy's financlal health or financial position. Over time, .
increases or decreases in the Academy's net assets — as reported in the
statement of activities — are indicators of whether its financial health is improving
or deteriorating. The relationship between revenues and expenses is the
Academy's operating results. However, the Academy’s goal is to provide
services to our students, not to generate profits as commercial entities-do. One
must consider many other non-financial factors, such as the quality of the
education provided and the safety of the school, to assess the overall health of

the Academy.

The statement of net assets and the statement of activities report -the
governmental activities for the Academy, which encompass all of the Academy's
services, including instruction, support services, community, food service: and
athletics. Unrestricied state ald {foundation allowance revenue) and state and
federal grants finance most of these activities.

Reporting the Academy’s Most Slgnlﬂcant Fund - Fund Fmanclal
Statements

The Academy’s fund financial statements provide detailed information about the
individual funds - not the Academy as a whole. Some funds are required to be
established by State law and by bond covenants. However, the Academy
establishes other funds to help it control and manage money for particular
purposes (the Food Service Fund, for example).

Govemmental Fund — All of the Academy's services are reported in
govemmental funds. Governmental fund reporting focuses on showing
how money flows into and out of funds and the balances left at year end
that are available for spending. They are reported using an accounting
method called modified accrual accounting, which measures cash and all
other financial assets that can readily be converted to cash. The
governmental fund statements provide a detailed short-term view of the
operations of the Academy and the services it provides. Govemmental
fund information helps you determine whether there are more or fewer
financial resources that can be spent in the near future to finance the
Academy's procgrams. We describe the relationship {or differences)
between governmental activities {reported in the statement of net assets
and the statement of activities) and govemmental funds in a reconciliation.



PONTIAC ACADEMY FOR EXCELLENCE
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

The School District as Trustee — Reporting the School District's Fiduclary
Responsibilities

The Academy is the trustee, or fiduciary, for its student activity funds. All of the
Academy's fiduciary activities are reported in a separate statement of fiduclary
net assets. Woe exclude these activities from the Academy's other financial
statements because the Academy cannot use these assets to finance its
operations. The Academy is responsible for ensuring that the assets reported in .
these funds are used for their intended purposes.

The Academy as a Whole
Table 1
Assels 2006 2005
Current and other assets $ 1,549,463 $ 1,637,747
Capital assets -
Net of accumulated depreciation 789,382 636,248
Total Assets 2,338,845 2,273,005
Liabilities
Current liabilities 791,833 1,151,598
Noncurrent liabilites 1,088 13,953
Total Liabilities 793,001 1,165,551
Nst assets
Invested in capital assels -
Net of related debt 773,108 568,840
Unrestricted 772,736 539,604
Total Net Assefs 3 1,545,844 $ 1,108,444

The above analysis focuses on the net assets (see Table 1). The change in net
assets (see Table 2} of the Academy's governmental activities is discussed
below. The Academy's net assets were 31,545,844 at June 30, 2006. Capital
assets, net of related debt totaling $733,108, compares the original cost, less
depreciation of the Academy’'s capital assets to long-term debt used to finance
the acquisition of those assets. The debt will be repaid from general fund
revenue as the debt service comes due. The remaining amount of net assefs
$772,736 was unrestricted.

The $772,736 in unrestricted net assets of governmental activities represents the
accumulated results of all past years’ operations. The unrestricted net assets
balance enables the Academy to meet working capital and cash flow
requirements as well as to provide forfuture uncertainties. The operating results
of the general fund will have a significant impact on the change in unrestricted
net assets from year to year.



PONTIAC ACADEMY FOR EXCELLENCE
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

The Academy as a Whale (continued)

The results of this year's operations for the Academy as a whole are reported in
the statement of acfivities (Table 2), which shows the changes in net assets for
fiscal years 2006 and 2005,

Table 2 - Govermnmental Activities
2006 2005
Ravenue
Program revenue: .
Grants $ 1,648,529 $ 1,503,208

General revenus

State foundation allowancs 6,750,281 5,807,205
Other 284 693
Special item-Loss on disposal of capital assets - (17,023)
Total Revenue and Special ltem 8,399,094 7,294,081
Function/Program expenses
Instruction 3,770,806 3,513,520
Suppert services 3,297,413 2,637,202
Food services 568,995 475,119
Athletics 120,622 54,662
Community services 16,475 25,995
[nterest on long-term debt 10,745 11,641
Depreciation (unallocated) 175,738 131,125
Total function/program expenses 7,961,694 6,849,964
Increase (decreass} in Net Assets $ 437400 % 444,117

As reported in the statement of activities, the cost of all of our governmental
activities this year was $7,961,694, Certain activities were partially funded by
other govemments that subsidized certain programs with $1,848,529 in grants.
We paid for the remaining “public benefit” portion of cur governmental aclivities
with $6,750,281 in state foundation allowancs, and with our other revenuss.

The Academy experienced an increase in net assets of $437,400. This increase
was mainly due to several positions not filled for the whole year at the Academy
and some budgeted activities not taking place, along with switching from a
management company operation to self management.

The Academy’s Funds

As we noted earlier, the Academy uses funds to help it control and manage
money for particular purposes. Looking at funds helps the reader consider
whether the Academy is being accountable for the resources the State and
others provide to it and may provide more insight into the Academy’s overall
financial health. -




PONTIAC ACADEMY FOR EXCELLENCE
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

The Academy’'s Funds {continued)

As the Academy completed this year, the govermnmental funds reported a
combined fund balance of $772,734, which is an increase of $233 132 in the

general fund from last year.

Although revenues were not as high as anticipated and transfers to other funds
were higher than budgeted, the general fund balance still increased. This
increase was mostly due to less than anticipated expenditures in capital outlay
for the library, less personnel costs and activities not occumring throughout the
year. In addition, an on site accountant was brought in to help control costs. -

General Fund Budgetary Highlights

Over the course of the year, the Academy revises its budget as it attempts to
deal with unexpected changes in revenues and expenditures. State law requires
that the budget be amended to ensure that expenditures do not exceed

appropriations. A schedule showing the Academy's original and final budget

amounts compared with amounts actually paid and received is provided in the
required supplemental information of these financial statements.

First Versus Final Budget

The original budget for 2005-2006 was created by the departing management
company. Under the management company’s oversight expenses were grouped
under the wrong function codes. When the Academy switched to self
management, changes were made to align expenses with the proper function
codes as prescribed by the State’s 1022 manual.

Revenue was adjusted as follows:

» State funding was decreased due o the actual student count lower than
expected. The original budget was set based on an enrollment of 1,100,
but the actual enrollment was 972.

+ Federal revenue was higher than expected due to an increase in Title |
funding.

Expenditures wera adjusted as follows:

* Basic programs and added needs expenditures were decreased due 1o
the need for fewer staff than originally projected. There was also a high
level of employee turmover leading to lower salary expenditures.

« Adjustments were made to the other expenditures based on what was
actually being spent throughout the year.




PONTIAC ACADEMY FOR EXCELLENCE
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Final Budget Versus Actual Results

The significant variance in revenue is as follows:

. e The variance of $230,203 in federal revenue was a cornbination of Title |,
Title il A, and e-rate funds carnied over to the 2006-2007 year.

Significant variances in expenditures are as follows:

e The variance of $83,484 in instructional staff was mostly due to
approximately $60,000 not expended for library books and other library
capital outlay. The Academy was fortunate enough to receive donated
books for the library.

« The variance in general administration and school administration offset
each other due to the principal salary and benefits inadvertently budgeted
in general administration, but correctly posting to school administration.,

e The varance In community service is due to the parent resource
coordinator not employed until March of 2006. In addition, not all the
enrichment activities planned took place due to the lack of quallﬂed
individuals available to teach those activities.

+ The transfer to food service was more than anticipated due to a higher
caost for food. In addition, athletic expendilures were more than
anticipated, resulting in & larger transfer than budgeted, This was the first
year the Academy participated in the Michigan High Schaol Athletic
Association; therefore the budget was the best estimate at the time of
adoption.

Capital Assets and Debt Administration

Capital Assets

As of June 30, 2008, the Academy had $789,382 invested in capital assets. This -
amount represents a net increase (including additions, disposals, and
depreciation) of approximately $153,154, or 24%, from last year.

2006 2005
Leasehaid improvements $ 213,510 $ 138,657
Fumiture and equipment 1,439,797 1,263,764
Computer equipment 180,702 102,716
Total Capital Assets 1,834,008 1,505,137
Less Accumulated Depreciation 1,044,627 868,889
Net Capital Assets 3 789,382 $ 636,248




PONTIAC ACADEMY FOR EXCELLENCE
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Capital Assets (contlnued)

This years additions of $328,872 included leasehold imbrovements, various
furniture and equipment, and computer equipment. No new debt was issued for

any additions.

For the 2006-2007 year, the Academy has plans for approximately $145,000 in
capital outlay to further equip newly constructed areas.

Debt

At the end of this year, the Academy had $16,274 in long-term debt outstanding
versus $66,462 in the previous year — a change of 75.5 percent. Long-term.debt
consists solely of capital lease obligations.

We present more detailed information about our long-term liabilities In the notes
to the financial statements.

At this time, thers are no plans for any additional long-term debt.
Economic and Next Year's Budgets and Rates

Many factors are consldered when setting the Academy's budget for the 2006-
2007 fiscal year. One of the biggest factors affecting the budget is our student
count. The state foundation revenue is determined by multiplying the blended
student count by the foundation allowance per pupil. The blended count for the
2006-2007 year is 25 percent of the February 2006 student count, and 75
percent of the September 2006 student count. The 2008-2007 budget was
adopted in June as based on a projection of what the Academy's September
student count would be. The actual September student count was slightly lower
than the estimate used for the budget, and as such the revenue from the state
foundation aflowance will be slightly lower than anticipated. Approximately 80
percent of the Academy’s revenue Is from the foundation allowance. As a result
the budget has been amended as required by state law, based on the aciual
student count.

The Academy has also undergone construction to add additional High School
and Central Office space to the existing building. The Academy has incurred
expenditures of approximately $145,000 for furniture and equipment for the
newly constructed areas in the 2006-2007 fiscal year.
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Pontiac Academy for Excsllence
District Wide
Statement of Net Assets
June 30, 2006

Governmental
Activities
Assets
Cash & cash equivalents $ 182,125
Due from olher govemmental units 1,349,016
Prepalds 18,322
Capital assets less accumulated depreciation 789,382
Total Assets , 2,338,845
Liabillties
Accounts payabla 345,078
Accrued liabliities 291,026
Due fo cother governmantai units 3,760
Deferred revenue 136,863
Leases payable due within one year 15,206
Leases payable due in more one year 1,068
Total Liabilities 783,001
Net Assets
Invested in capltal asssts net of related debt 773,108
Unrestricted 772,736
Total Net Assets $ 1,545,844

The accompanying nofes are an Integral part of these financial statements.



Pontiac Academy for Excellence
District Wide

Statement of Activities
For the Year Ended June 30, 2006

Net (Expsnss)
Revenue and
Changes In Net

Assets
Operating Grants Governmental
Functions/Programs Expenses and Contributions Activities
* Instruction - § - 3,770,806 3 858,303 - $ . (2,812,503)
Support servicas 3,297,413 288,390 {3,009,023)
Community services 16,475 - . (16,475)
Food services ' 568,995 401,838 (168,159)
Athletics 120,522 - {120,522y
interest on long-term debt 10,745 - (10,745)..
. Depreciation {unallocated) 175,738 - (175,738}
Tolals $ 7,961,694 $ 1,848,529 (6,313,165)
General revenues:
State aid - unrestricted 8,750,281
Other 284
Total General Revenues 6,750,565
Change In Net Assets 437,400
Nat Assets - Beginning of Year 1,108,444
Net Assets - End of Year $ 1,545,844

The accompanying notes are an integral part of these financial statements.
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Pontiac Academy for Excellence
Balance Sheet
June 30, 2006

General Food
Fund Service Athletlcs Totals
Assels
Cash & cash equivalents 3 182,125 $ - $ - % 182,125
Due from other governmental units 1,349,016 - - 1,340,016
Prepaid expenditures 18,322 - - 18,322
Total Assets $ 1 ﬁ.flﬁ‘% 3 - $ - $ 1,549,463
Liabilities and Fund Balance
Liabilities
Accounts payable $ 345,078 $ - $ - 5 345,078
Accrued liabllitles 201,026 - - 291,026
Due to other gavernmental units 3,760 - - 3,760
Deferred revenue 136,863 - - 136,863
Total Liabillties 776,727 - - 776,727
Fund Balance
Unreserved and undesignated 772,736 - - 772,736
Total Fund Balance 772,736 - - 772,736
Total Liabillties and Fund Balance ] 1 !5495463 $ - 3 - % 1,549,463

The accompanying notes are an integral part of these financial statements.
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. Pontlac Academy for Excelience
Recongciliation of Balance Sheet of Governmental Funds To Net Assats
June 30, 2006

Total Fund Batances - Governmental Funds® $ 772,736

Amaounts reported for governmentz] activities in the slatement
of net assets are different because:

Capitel assets used in govemmental activities are nat financlal

resources and are not reported in the funds.
The cost of the capital assets is 1,834,009
Accumulated depreciation is {1,044,627)

Long-term llabilities are not due and payable in the current period
and are not reported in the funds:

Capital leases _ (16,274)
Total Net Assets - Governmental Activities (Acadamy Wids) $ 1,545,844

The accompanying hotes are an integral part of these financial statements.
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Pontiac Academy for Excellence
Govermmental Funds
Statement of Revenues, Expenditures, and Changes in Fund Balance
For the Year Ended June 30, 2006

Food
General Service Athletics Totals
Revenue
Local $ 33,886 3 - $ - § 33,986
State 7,362,748 12,811 - 7,375,589
Federal 600,524 389,025 - 989,549
Total Revenue 7,997 258 401,836 - 8,398,094
Expendiiures
Inetruction
Basic programs 2,860,143 - - 2,860,143
Added needs 1,112,175 - - 1,112,175
Support Services
Pupli 229,010 - - 229,010
Instructional staff 203,225 - - 203,225
General administrafion 662,900 - - 669,900
Schoagl administration 854,810 - - 654,810
Businesa 95,993 - - 95,933
Operation and maintenance 1,425 697 - - 1,425,887
Pupil trangportalion services 88,303 - - 886,303
Central services 60,035 - - 60,035
Communily services 16,475 - - 16,475
Fond sarvice - 560,895 - 580,895
Athlstics - - 120,522 120,522
Debt service 81,879 - - 61.679
Total Expendituras 7.475,445 560,995 120,522 8,165,062
Excess (Deficiency) of
Revenues over Expenditures 521,813 (168,159) (120,522) 233,132
Other Financing Sources {(Uses)
Sources - 168,159 120,522 288,681
Uses (288,681} ~ - (286,881)
Tatal Other Finaneing Sources (Uses) {268,681} 168,159 120,522 -
Net Change in Fund Batance 233,132 _ - - 233,132
Fund Balance, Baginning 539,604 - - 539,604
Fund Balance, Ending $ 772,738 ] - ] - $ 772,736

The accompanying notes are an integrat part of these financial statements.
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Pontiac Academy for Excellence
Reconciliation of the Statement of Revenues, Expenditures and Changes In
Fund Balance of Gavernmental Funds to the Statement of Activities
For the Year Ended Juna 30, 2006

Net Change in Fund Balances - Governmental Funds $233,132
Arnounts reported for governmental activities in the statement
of activities are different because:
Govemmaental funds report capital oullay as expenditures;
in the statement of activities, these costs are capitalized
and deprecialed over thelr eslimated useful lives,
Cepreciation expsnse {175,738)
Capital outlay 328,872
Repayment of principal is an éxpenditure [n the
governmental funds, but not in the statement of activities
Capital leases 50,188
Accrued inferest payable is not included as a Jiabillty :
in govemmental funds 946 -
Change in Net Assets of Governmental Activities (Academy Wide) $437,400

The accompanying notes are an integral part of these financlal statements.
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Pontiac Academy for Excellence
Fiduciary Fund
Statement of Fiduciary Net Assets
June 30, 2006

Assets
Cash, student organizations $ 269
Total Assets , $ 269
Liabilities
Due to student organizations - b 269
Total Liabllitias $ 269

The accompanying notes are an integrail part of these financial statements.
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PONTIAC ACADEMY FOR EXCELLENCE
NOTES TO FINANCIAL STATEMENTS

NOTE 1-Summary of Significant Accounting Policies

The accounting policies of Pontiac Academy for Excellence (the Academy)
conform to accounting principles generally accepted in the United States of
American (GAAP) as applicable to governmental units. The following is a
summary of the significant accounting policies used by the Academy.

Reporting Entity

The Academy was formed as-a charter school academy pursuant to the Michigan
School Code of 1976, as amended by Act No. 362 of the Public Acts of 1993 and

Act No. 416 of the Public Acts of 1994.

On January 27, 1997, the Academy entered into a five-year contract with the
Saginaw Valley State University Board of Trustees to charter a public school
academy, which was subsequently extended through June 30, 2009. The
contract requires the Academly to act exclusively as a govemmental agency and
not undertake any action inconsistent with its status as an entity authorized to
receive state schoo! ald funds pursuant fo the state constitution. The Saginaw
Valley State University Board of Trustees is the fiscal agent for the Academy and
is responsible for overseeing the Academy's compliance with the contract and all
applicable laws. The Academy pays the Saginaw Valley State University Board
of Trustees three percent of the state ald foundation as administrative fees. The
total administrative fees for the year ended June 30, 2008, to the Saginaw Valley
State University Board of Trustees was $202,508.

The accompanying basic financial statements have been prepared In accordance
with criteria established by the Governmental Accounting Standards Board for
determining the various governmental organizations to be included in the
reporting entity. These criteria include significant operational or financial
relationships with the public school academy. Based on application of the
criteria, the entity does not contain component units.

Academy-wide and Fund Financial Statements

The Academy-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the non-fiduciary activities of
the primary government. For the most part, the effect of interfund activity has
been removed from these statements. Governmental activities, which normally
are supported by intergovemmental revenues, are reported separately from
business-type activities, which rely to a significant extent on fees and charges for
support.  All of the Academy-wide activites are considered govemmental

actlvitles.

17



PONTIAC ACADEMY FOR EXCELLENCE
NOTES TO FINANCIAL STATEMENTS

NCTE 1--Summary of Significant Accounting Policles ( continued)
Academy-wide and Fund Financial Statemahhs {continued)

The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function. Program revenue -
includes grants and contributions that are restricted to meeting the operational or .
capital requirements of a particular function. Intergovemmental payments and.-
other items not properly included among program revenues are reported instead
as general revenue.

Separate financial statements are provided for governmental funds. . Major .
individual governmental funds are normally reported as separate columns in the
fund financial statements. The Academy has elected to show all funds. Neither
the food service nor the athletics fund would have been determined as major

funds.

Measurement Focus, Basis of Accounting, and Financial Statement’

Presentation ‘

Academy-wide Financial Statements — The Academy-wide financial
statements are reported using the economic resources measurement focus and
the accrual basis of accounting. Revenue is recorded when eamed and
expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Grants, categorical aid, and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have
been met.

Fund Financlal Statements — Govemmental fund financlal statements are
reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenue is recognized as soon as it is.
bath measurable and available. Revenue is considered to be available if it Is
collected within the current period or soon enough thereatter to pay liabilities of
the current period. For this purpose, the Academy considers revenues to be
available if they are collected within 60 days of the end of the current fiscal
period. Expenditures generally are recorded when a liability Is incurred, as under
accrual accounting. However, debt service expenditures are recorded only when

payment is due.

Unrestricted state aid, intergovemmental grants, and interest associated with the
current fiscal period are all considered to be susceptible to accrual and so have
been recognized as revenue of the current flscal period. All other revenue items
are considerad to be available only when cash is received by the Academy.

18




PONTIAC ACADEMY FOR EXCELLENCE
NOTES TO FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Policies {continued)

Measurement Focus, Basis of Accounting, and Financial Sfatement
Presentation {continued) -

Fiduciary fund statements are also reported using the economic resources
measurement focus and accrual basis of accounting. The Student Activities
Agency Fund is maintained to record the transactions of the student group for
school and school related purposes. The fund is segregated and held in trust for .

the students.
The Academy reports the following major governmental fund:

The general fund is the Academy's primary operating fund. It accounts for
all financial resources of the Academy, except those required to be

accounted for in another fund.
Additionally, the Academy reporis the following fund type:

The special revenue funds are used to account for the proceeds of
specific revenue sources that are restricted to expenditures for specified
purposes. The Academy's special revenue funds includes the food
services fund and athietics fund. Any operating deficit generated by these
activities is the responsibility of the general fund.

Assets, Liabilities, and Net Assets or Equity

Cash — Cash includes cash on hand and demand deposits.

Receivables — The Academy receivables consist of revenue earned at year-end
but not yet received.

Prepaid Costs — Certain payments to vendors reflect costs applicable to future
fiscal years and are recorded as prepaid items in both Academy-wide and fund
financial statements.

Capital Assets — Capltal assets, which include leasehold improvements,
fumiture and fixtures, and computer equipment, are reported in the applicable
govermnmental column in the Academy-wide financial statements. Capital assets
are defined by the Academy as assets with an initial individual cost of more than
$500 and an estimated useful life in excess of one year. Such assets are
recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value
at the date of donation. Costs of normal repair and maintenance that do not add
to the value or materially extend asset life are not capitalized. The Academy
does not have infrastructure type assets.
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PONTIAC ACADEMY FOR EXCELLENCE
NOTES TO FINANCIAL STATEMENTS

NOTE 1--Surﬁmarv of Significant Agcounf.lnq Policies (continued)

Leasehold improvements, furniture and equipment, and computer equipment are
depreciated using the straight-line method over the following useful lives:

Leasehold improvements 6-12 years
Fumiture and other equipment 7 years
Computer equipment 5 years

Long-term Obligations — Consists of the Academy's capital leases.

Accounts Payable — Accounts payable consists of Items which the Academy
benefited during the current year but has not yet paid. -

Accrued Liabilities — Accrued liabilities are items related to personnel costs.

Deferred Revenue — Deferred revenue represents amounts for which  the
Academy has received but has not eamed at year-end. At June 30, 2006;.the
deferred revenue was from Title | and Section 31a funds received but not'spent:

Fund Equity — [n the fund financial statements, governmental funds report
reservations of fund balance for amounts that are not available for appropnation
or are legally restricted by outside parties for use for a specific purpose.
Designations of fund balance represent tentative management plans that are
subject to change. At June 30, 2006, the Academy had no reserved or
designated fund balance.

NOTE 2--Stewardship, Compliance and Accountability

Budgetary Information — Annual budgets are adopted on a basis consistent
with accounting principles generally accepted in the United States of America
and state law for the general and special revenue funds. Al annual
appropriations lapse at fiscal year end.

The budget document presents informatien by fund, function, and object. The
legal level of budgetary control adopted by the governing body (i.e., the level at
which expenditures may not legally exceed appropriations} is the function level.
State law requires the Academy to have its budget in place by July 1.
Expenditures in excess of amounts budgeted are a violation of Michigan law.
State law permits academies to amend their budgets during the year. During the
year, the budget was amended in a legally permissible manner. The Academy
adjusted budgeted amounts during the year in response fo actual and projected
activity.
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PONTIAC ACADEMY FOR EXCELLENCE
NOTES TO FINANCIAL STATEMENTS

NOTE 2-Stewardship. Compliance and Accountabllity (continued} -

Amounts encumbered for purchase orders, contracts, etc., are not tracked during
the year. Budget appropriations are considered to be spant once the goods are
delivered or the services rendered. ‘

Excess of Expenditures Over Appropriations in Budgeted Funds — During

the year, the Academy incurred expenditures in the general fund, which were In
excess of the amounts budgeted, as illustrated in the supplemental information.

NOTE 3--Deposits and Investments

State statutes authorize the Academy to make deposits in the accounts of
federally insured banks, credit unions, and savings and loan associations that
have offices In Michigan; the Academy is allowed to invest in LS. Treasury or
agency obligations, U.S. government repurchase agreements, bankers'
acceptances, commercial paper rated prime at the time of purchase that matures.
not more than 270 days after the date of purchase, mutual funds, and investment
pools that are composed of authorized nvestmant vehicles. The Academy's
deposits are in accordance with statutory authority.

The Academy has designated one bank for the deposit of its funds. The
Academy’s cash is subject to custodial credit risk.

After June 30, 2008, the Academy adopted an investment policy.

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Academy's
deposits may not be retumned to it. The Academy evaluates financial instifutions
and only those with an acceptable nsk level for custodial risk are used for the
Academy's deposits. At year-end, the Academy's deposit balance of $258,007
had $158,007 of bank deposits (checking and savings accounts) that were
uninsured and uncollaterized. The Academy believes that due to the dollar
amounts of cash depaosits and limits of FDIC insurance, it is impractical to insure

all deposits.
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PONTIAC ACADEMY FOR EXCELLENCE
NOTES TO FINANCIAL STATEMENTS

NOTE 4-—-Capital Assets

Capital asset activity of the Academy’ gavammental activities was as follows:

Capite! agsets subject
to depreciallon
Leasehokt improvements
Fumiture and eguipment
Computer sgquipment
Subtotal

Accumulated depreciation
Leasehold improvemenis
Fumiture and equipment
Computer aquipment

Subtotal

Total Net Capital Assets

5 e3p2  § 153134

Balanca Balance
July 1, 2005 Additions June 30, 2006
$ 138,857 $ 74,853 % 213510
1,263,764 178,033 . 1,439,797

102,716 77,986 180,702
1,505,137 328,872 1,834,009

10,025 15,498 25523
837,948 127,516 965,464
20,816 32,724 . 538640
868,889 175,738 1,044,627
$ 789,382

Depreciation expense was not charged to activities as the Academy considers its

assets to impact multiple activities and allocation is not practical.

NOTE 5-Operating Leases

During the year ended June 30, 2005, the Academy entered into a lease
agreement for a building through June 30, 2015. Rent expense is calculated
based on a set amount per square foot of leased space, adjusted for consumer
price index each year. The amount expensed under the lease for the year ended
June 30, 2006 was $1,008,808. Minimum estimated annual payments required

under the lease are as follows: -

For the Year Ended
Juna 30,

Payments

2012 and after

$ 1,251,074
1,288,600
1,327,260
1,367,075
1,408,088
8,067,641

$ 12,709,738

The Academy also has leases for its copiers. The amount expensed under the
leases for the year ended June 30, 2008 was $19,404. Subsequent to year end,
the Academy consolidated the leases for new copiers.
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PONTIAC ACADEMY FOR EXCELLENCE
NOTES TO FINANCIAL STATEMENTS

NOTE 6--Long-term Debt

Long-term debt activity can be summarized as follows:

Balance Balarice Current
July1,2005 . Addifions Retirements June 30, 2008 Portion
Govemmenltal Acthvities
Capilal leases $ 66,462 3 - $ 50,186 b 16,274 $ 15208
Totals » $ 66,462 $ - $ 50,188 $ 16,274 $ 15208.

Capital Leases — The Academy has entered into various lease agreements as
lessee for financing the purchase of various equipment. The lease agreements
qualify as capital leases for accounting pumposes and, therefore, have been
recorded at the present value of the future minimum lease payments as of the
inception date. The future minimum lease cbligations are as follows:

Year Ended Principal Interast Tolal
2007 $ 15,206 $ 8995 B 16,202
2008 1,068 38 1,108
Totals 3 16,274 $ 1,034 $ 17,308

The total amount of capital leases recorded as assets is $187,700.

NOTE 7--Contracts

Effective July 1, 2005, the Academy slgned a transitional management consulting
agreement with Charter Management Altemative, LLC through June 30, 2007, to
assist the Academy in the transition from being operated by a management
company to self management. The Academy will subcontract all employees from
Charter Schoo! Services of Michigan, LLC and reimburse all personnel related
expenses. The agreement requires future minimum payments to Charter
Management Alternative, LLC of $300,000 for the June 30, 2007 fiscal year. The
amount expensed for the year ended June 30, 2006 was $400,000.

NOTE 8--Risk Management

The Academy is exposed to various risks of loss related to property loss, forts,
errors and omissions, employee injuries (workers' compensation), as well as
medical benefits provided to employees. The risk of employee injuries and
medical benefits for employees of the management company is covered by
insurance heid by the employee leasing company discussed in Note 8. The
Academy has purchased commerclal insurance for all other claims. Settied
claims relating to the commercial insurance have not exceeded the amount of
insurance coverage since inception.
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PONTIAC ACADEMY FOR EXCELLENCE
NOTES TO FINANCIAL STATEMENTS

NOTE 9--Short-Term Debt

During the year, the Academy borrowed $1,255,000 in a state aid anticipation
note, The note bore interest at 4.72 percent and was paid in full at June 30,
2006. The following are the changes in short-term debt:

Balance Balance
July 1, 2005 Additions Retirements June 30, 2008

Governmental Activiies

State Ald anticipation note - 3 1,255,000 $ 1,255,000 3 -

$
Totals $ - % 1,255,000 $ 1,255,000 b -

The proceeds from the State Aid anticlpation note were used fo sustain
operations until the Academy received State Aid.

NOTE 10--Subsequent Event

Subsequent to year-end, the Academy borrowed $1,250,000 at 4.96 percent
annual interest rate on a state aid anticipation note. __

Subsequent fo year-end, the Academy consolidated several copier leases into
one lease.

NOTE 11--Grant Program

All grant programs are subject to a final audit from the grantor agency, the
outcome of which may or may not result in disallowed costs that the Academy
may be required to pay back.

NOTE 12—Interfund Transfers

Fund Transfer In Fund Transfer Out
Food Service $ 168,158 General $ 168,158
Athletics 120,522 General 120,622
$ 288,681 $ 288,681

The transfers to the food service and athletics funds were fo subsidize those
programs.
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Pcntiac Academy for Excallence
Budgetary Comparisen - General Fund
For the Year Ended June 30, 2006

General Furid

. Variance
Origina! ‘Final ) Favorable
Budgst Budget Actual {Unfavorable}
Revenue : '
Local $ 12,000 $ 33,702 & 3398 $ 284
State 8,320,400 7,397,060 7,362,748 (34,312)
Federal 703,703 830,727 600,524 { 230,203}
Total Revenues 2,036,103 8,281,489 7,897,258 (264,231)
Expenditures
[nstruction :
Basic programs 3,748,001 2,874,660 . 2,860,143 14,517
Added needs 1,271,667 1,174,679 1,112.175 62,504
Support Services - -
Pupil : 141,931 241,222 229,010 12,212
Instructiona) staff 248,540 286,709 203,225 83,484
General administration 887,122 780,332 669,900 110,432
School administration 767,082 519,635 654,810 {134,975)
Business 63,500 183,579 95,903 87,586
Operation and maintenance 1,520,084 1,483,530 1,425,687 57,833
Pupil transportation services 35,000 65,000 85,303 (21,303)
Central services - 687,850 60,035 7,815
Community services 20,000 82,620 16,475 66,445
Qutgoing transfars and debt service 309,962 259,581 350,580 {90,999}
Total Expenditures 8,812 879 7,889,677 7.764,126 235,551
Excess (Deflciency) of
Revenues Qver Expenditures 223,224 261,812 233,132 {28,680)
Fund Balance - Beginning of Year 539,804 530,604 538,604 -
Fund Balance - End of Year § 782,828 $ BO1,416 § 772736 $ (2B,680)
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CCERTIFILD PUBLIC ACCOUNTANTS.

Frederick C. Gardner
Giacamo Provenzano
James R. Schauman

Heather A. Thomas

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

November 8, 2006

Board of Directors
Pontiac Academy for Excellsnce

We have audited the basic financial statements of the governmental acfivilies,
each major fund, and the aggregate remaining fund information of the Pontiac
Academy for Excellence as of and for the year ended June 30, 2006, and have
issued our report thereon dated November 9, 2006. We conducted our audit in
accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in
Government Auditing Standards, Issued by the Comptroller General of the United

States.

Intemnal Control Qver Financial Reporting

in planning and performing our audit, we considered Pontiac Academy far
Excellence's intemal control over financial reporting in order to detemmine our
auditing procedures for the purpose of expressing our opinion on the basic
financial statements and not to provide an opinion in the internal control over
financtal reporting. Our consideration of the intemal control over financial
reporting would not necessarlly disclose all matters in the internal control over
financial reporting that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the
intemal control components does not reduce to a relatively low level the risk that
misstatement caused by error or fraud in amounts that would be material in
relation to the basic financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing
their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses.

4855 State Street | P.O. Box 6457 | Saginaw, Michigan 48608 | 989.790.3900 | Fax: 989.790.3155
526 West Genesee Street | Frankenmuth, Michigan 18734 | 989.652.6220 | Fax: 989.652.2245



Board of Directors
Pontiac Academy for Excellence
Page Two

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Pontiac Academy for
Excellence's basic financial statements are free of material misstatement, we
performed tests .of its compliance with certain provisions of laws, regulations, -
contracts, and grant agreements, noncompliance with which could have. a direct
and material effect on the determination of financial staiement amounts.
However, providing an opinion on compliance with those provisions was. not an
objective of our audit and, accordingly, we do not express such an apinion. The
results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards. o

However, we noted certain matters that we have reported to the management of
the Pontiac Academy for Excellence in a separate letter dated November 8,

2006.

This report is intended solely for the Information and use of the Board,
management, federal awarding agencies, and pass-through enlities and is not
intended to be and should nof be used by anyone other than these specified

parties.

S, WWW@W’R (

Certified Public Accountants
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LCERTIFIER PUBLIC ACCOUNTANTS

Trederick C. Gardner
Gincamo Provenzano
James R. Schauman

Heather A. Thomas
REPORT ON COMPLIANCE WITH REQUIREMENTS '

APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR-A133

November 8, 2006

Board of Directors
Pontiac Academy for Excellence

Compliance

We have audited the compllance of Pontiac Academy for Excellence with the
types of compliance reguirements described In the U.S. Office of Management
and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to
each of its major federal programs for the year ended June 30, 2006. The major
federal programs of Pontiac Academy for Excellence are identified in the
summary of auditor's results section of the accompanying schedule of findings
and guestioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the
responsibility of Pontiac Academy for Excellence's management.  Qur
responslbility is to express an opinion on Pontiac Academy for Excelience’s

compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to
financial audits contalned in Government Auditing Standards, issued by the
Comptrolier General of the United States; and OMB Circular A-133, Audits of
States, Locai Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to abtain
reasonable assurance about whether noncompliance with the types of
compliance requirements referred o above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about Pontiac Academy for Excellence’s compliance with
those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion. Our audii does not provide a legal determination on
Pontiac Academy for Excellence's compliance with those requirements.

4855 State Street | P.O. Box 6457 | Saginaw, Michigan 486§ | 989.790.3900 | Fax: 989.790.3155
526 West Gonesee Strect | Frankenmuth, Michigan 48734 | 989.652.6220 | Fax: 989.652.2245




Board of Directors :
Pontiac Acadsmy for Excellence .
Page Two

As described in item 08-01 in the accompanying schedule of findings and
questioned cost, Ponfiac Academy for Excellence did not comply with
requirements regarding reporting that are applicable to Title 1. Compliance with
such requirements is necessary, in our opinion, for Pontiac Academy for
Excellence to comply with requirements applicable to that program.

In our opinion, except for the noncompliance described in the preceding
paragraph, Pontiac Academy for Excsllence complied, in all material respects,
with the requirements referred to above that are applicable to each of its major
faderal programs for the year ended June 30, 20086.

Internal Control Over Compliance

The management of Pontiac Academy for Excellence is responsible for
astablishing and maintaining effective internal control over compliance:with
requirements of laws, regulations, contracts, and grants applicable to- federal
programs. [n planning and performing our audit, we considered Pontiac
Academy for Excellence’s Internal control over compliance with requirements that
could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion of
compliance and to test and report on intemal control over compliance in
accordance with OMB Circular A-133.

We noted certain matters involving the internal control over compliance and its
operation thal we consider to be reportable conditions. - Reportable conditions
involve matters coming to our attention relating to significant deficiencies in the
design or operation of the internal control over compliance that, in our judgment,
could adversely affect Pontiac Academy for Excellence’s ability to administer a
major federal program in accordance with applicable requirements of laws,
regulations, contracts, and grants. Reportable conditions are described in the
accompanying schedule of findings and questioned costs as item 06-01.

A material weakness is a reportable condition in which the design or operation of
one or more of the internal control components does not reduce to a relatively
low level the risk that noncompliance with applicable requirements of laws,
regulations, contracts, and grants caused by error or fraud that would be material
in relation to a major federal program being audited may occur and not be
dstected within a timely period by employees in the normal course of performing
their assigned functions. Cur consideration of the internal control over
compliance would not necessarily disclose all matters in the internal control that
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Board of Directars
Pontiac Academy for Excellence
Page Three

might be reportable conditions and, accordingly, weuld not necessarily disclose
all reportable conditions that are also considered to be material weaknesses.
However, we believe the reportable condition described above is not a material

weakness.

This report is intended solely for the information and use of the Board,
management, federal awarding agencies, and pass-through entities and is not
intended to be and should riot be used by anyone other than these specified
parties.

) W@w 3 b

Certified Public Accountants
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) PONTIAL ACADEMY FOR EXCELLENCE
NOTES TC SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2006

NOTE 1-Significant Accounting Policles

The accompanying schedule of expenditures of federal awards includes the
federal grant actlvity of Pontiac Academy for Excellence and is presented on the
same basis of accounting as the basic financial statements. The information in
this schedule is presented in accordance with the requirements of OMB Circular
A-133, Audits of States, Local Govemments, and Non-Profit Organizations.
Therefore, some amounts presented in this schedule may differ from amounts
presanted in, or used in the preparation of, the basic financial statements.

NOTE 2-~Grant Section Auditor's Report

Management has utilized Form R-7120 in preparing the schedule of expenditures
of federal awards. Unreconciled differences, if any, have been disclosed to the

auditor.

NQTE 3--Adjustment

The adjustments on the schedule of expenditures of federal awards are as a
result of adjustments to the Title | grants for the 2002-2003 fiscal year and the
2003-2004 fiscal year. These adjustments were as a result of findings from the
2005-2006 fiscal year audit. In addition, funds for the Handicapped Pre School
grant were adjusted as a reduction in funding as found on the September 30,
2006 R-7120

NOTE 4--Reconciliation of Revenue Reported in the Financial Statements
with the Expenditures of Federal Awards

Federal expendiiures as reportad on the Scheduls of Expendilures

of Federa! Awards $ 1,041,210
Adjustment to Tile 1 031530 0203 (1.200)
Adjustments to Title | 041530 0304 (35,973)
Grants expended but funds not requested within the peariod of availability '
Title V {1,906}
Technology Literacy Challenge Grants {(1,707)
\mproving Teacher Quality (10,875)
Federal revenue as reported on the fund level statements % 689,549
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PONTIAC ACADEMY FOR EXCELLENGE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

Section 1 - Summary of Auditor’s Results

Financial Statements
Type of auditor’s report issued: Unqualified
Intemal control over financial reporting:
» Material weakness(es) identified? ___Yes _ X No

« Reporiable condition(s) identified that are not
considered to be material weaknesses? Yes X_ None reported

Noncompliance material to financial
statements noted? Yes X _No

Federal Awards
Internal control over major program(s)?
» Material weakness{es) idenfifiad? Yes X_No

« Reporlable condition(s) identified that are not
Cansidered to be material weaknesses? X_Yes Naone reported

Type of auditor’s report issued on compliance for major program(s).  Qualified
Any audit findings disclosed that are required to be

reported in accordance with Section 510(a) of

Circular A-1337 X Yes No

Identification of major program(s).

CFDA Number(s} Name of Federal Program of Cluster
10.585, 10.553 Child Nutrition Cluster
84.010 : Title |

Dollar threshold used to distinguish between type A and type B programs: $300,000

Auditee qualified as low risk auditee? Yes X _No

See Notes to Schedule of Expenditures of Federal Awards.
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PONTIAC ACADEMY FOR EXCELLENCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

Section Il - Financial Statement Audit Findings

Reference
Number. Findings

None .

See Notes to Schedule of Expenditures of Federal Awards.
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PONTIAC ACADEMY FOR EXCELLENCE

SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2006

Section Nl — Federal Program Audit Findings

Reference
_Number Findings
06-01 Program Name — CFDA # 84.010 — Title |

Pass-through Entity — Michigan Department of Education
Finding Type — Material noncompliance, reportable condition

Criteria — In accordancs with the approved grant agreement, actual
expenditures reported on the final expenditure report are required
to be incurred in accordance with the approved budgst and
reported as spent.

Condition — The final expenditure report submitted on January 8,
2008 did not agree with supporting documentation.

Questioned Costs — Unknown

Context — The final expenditure report submitted on January 9,
2006 reported expenditures that did not agree with the supporting
documentation found. The documentation found to support the Title
| expenditures indicated the grant was spent in different functions
than reported on the final DS-4044.

Cause and Effect — The final expenditure report for this grant award
did not report how the expenditures were actually spent.

Recommendation ~ The Academy should use the accounting

“records to prepare the final DS-4044.

Views of Responsible Officials and Planned Corrective Actions —
The DS-4044 for the 2004-2005 Title | Grant was prepared by the
Imagine Schools which previously managed the Academy. Since
separating from them and becoming self managed, the Academy
has hired an on staff accountant who will file the DS-4044. The DS-
4044 will be completed based on actual accounting records which
will accurately state the expenditures for the grant.

Sas notes to Schedule of Expenditures of Federal Awards.
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PONTIAC ACADEMY FOR EXCELLENCE

SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2006

Saction lll - Federal Program Audit Findings

Reference
Number Findings
05-01 Program Name — CFDA # 84.010 — Title |

Pass-through Entity — Michigan Department of Education
Finding Type — Material noncompliance, reportable condition

Condition — The Academy paid for supplies, textbooks, and
services with federal funds that were not supported by proper
documentationt ($2,000) or were not Included in the approved
budget ($8,108).

Recommendation ~ The Academy should have the appropriate
personnel reviewing invoices and supporting evidence to ensure
compliance with the approved grant agreement.

Views of Responsible Officials and Planned Corrective Actions —
The Academy has recently reorganized under self management
and in doing so has aligned budget items and expenditures with the
approved Title | application. Responsible Individuals have been
identifiad to oversee ordenng with a submission of invaice to the
finance office which is responsible for checking for validating and
alignment with grant applications.

Current Status — Corrective action was taken. No similar finding
was noted in the 2006 audit,

See Notes to Schedule of Expenditures of Federal Awards.
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PONTIAC ACADEMY FOR EXCELLENCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

Section Ill - Federal Program Audit Findings (continued)

Reference
Number _Findings
05-02 Program Name — CFDA # 84.010 - Title |

Pass-through Entity — Michigan Department of Education
Finding Type — Other noncompliance, reportable condition

Condition — The final expenditure report submitted by November
29, 2004 indicated that the grant award was fully expended.
However, final expenditures for this grant award were incurred
through February 2005.

Recommendation — The Academy should maintain accounting
records that clearly identify all federally funded expenditures.
Furthermore, those accounting records should directly support
amounts reported on the yearly final expenditures report.

Views of Responsible Officials and Planned Comrective Actions —
The Academy has been subjected fo clearing all payments and
invoices through the previous management company who was
responsible for timing of the charges to the grant. The Academy
staff now controls this responsibility and has established timelines
and deadlines for all individuals who have responsibility for
spending in the grants, which will result in timely reporting of
expenditures in the appropriate fiscal year.

Current Status — Corrective action was taken. No simflar finding in
the 2006 audit.

See Notes to Schedule of Expenditures of Federal Awards.
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- PONTIAC ACADEMY FOR EXCELLENCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

Section lll - Federal Program Audit Findings {continued)

Reference
Number

Findings

05-03

Program Name — CFDA # 84.010 —Title |
Pass-through Entity — Michigan Department of Education
Finding Type — Material noncompliance, reporiable condition

Condition — Personnel costs paid with federal grants funds were not
properly supported by documentation and certain personnel
charged to the grant were not included in the approved budget.

Recommendation — In order to maintain adequate internal control
over payroll expenditures, additional procedures should be adopted
by the Academy to ensure employees are paid for the actual hours
worked at the current approved pay rate for federal programs. In
addition, only those personnel included in the approved grant
budget should be reimbursed by the federal grant unless
reallocation of grant funds is approved by the granting agency.

Views of Responsible Officials and Planned Corrective Actions —
The Academy is establishing a procedure whereby professional
staff retained for summer school programs will be issued added
compensation contracts that will identify the rate of pay for the
number of hours to be worked. Daily attendance logs will support
actual payout through the payroll processing. Individuals will be
identified and appropriately classified under the grant fund as
approved. Hourly staff retained for service during summer school
will be required to maintain time logs through the electronic clock in
and clock out systems the Academy utilizes.

Current Status — Corrective action was taken. No similar finding
was noted in the 2006 audit. ‘

See notes to Schedule of Expenditures of Federal Awards.
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PONTIAC ACADEMY FOR EXCELLENCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

Sectlon Il - Federal Program Audit Findings (continued)

Reference
Numbet Findings
05-04

Program Name — CFDA # 10.555: National School Lunch and
CFDA # 10.553: National School Breakfast ‘

Pass-through Entity — United States Department of Education
Finding Type — Material noncompliance

Condition — The Academy used a computer based system to track
the number of meals served and this supported the monthly
reimbursement claims submitted to the State of Michigan. The
Academy could not regenerate this data from the database system
to support the monthly reimbursement claims submitted to the State -

of Michigan.

Recommendation — The Academy should retain the reconciliation
of reimbursable meals, counted at the point of service by category,
to the monthly reimbursement claims. These records should be
kept for a period of three years. In addition, the Board should
approve all food service contract renewals and submit to the
Michigan Department of Education.
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PONTIAC ACADEMY FOR EXCELLENCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 20086

Section Ill — Federal Program Audit Findings (continued)

Refarence

Number
05-04

Findings

Views of Responsible Officials and Planned Corrective Actions —
The Academy contracts the meal service through an outside
agency, which has systems established to track the daily meal
services. Records are produced daily and summarized in a weekly
report. These reports are used to establish the monthiy
reimbursement claim submitted to the state. Through system
problems, these reports were eliminated at the close of last fiscal
before printing necessary hard copies to support the claim. The
Academy has taken steps to ensure that the records will be backed
up on separate systems in order to prevent such an occurrence in
the future. The contract of food service is on a three-year award
basis with an annual review. Initial contracts were approved by the
Board and submitted to the Department of Educations through the
previous management company. No hard copy was provided to the
Academy. The contract is up for bid at the end of this fiscal year
and it is the intent of the Academy to bid the service and maintain
the files on site for future review as needed.

Current Status — The Academy did not keep paper copies of the
daily counts by category. However, the Academy was able to
reprint daily count records that did agree with the three monthly
reimbursements tested. We recommend the Academy print out the
daily count sheets for the remainder of the year, ensure they agree
with the monthly reimbursements and keep those records for three
years.

We found evidence fo support the food service contract was bid for
the 2006-2007 fiscal year.

View of Responsible Officials and Planned Corrective Actlon —
2006 response — The Academy currently prints daily rosters and
daily counts of all students that receive free, reduced, or paid
lunches. In addition, monthly summaries of the amounts of free,
reduced and pald lunches are also printed and kept on file.

See Notes to Schedule of Expenditures of Federal Awards.
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PONTIAC ACADEMY FOR EXCELLENCE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

Section lll - Federal Program Audit Findings {continued)

Reference
Number Findings
Program Name — Chifd Nutrition Cluster

05-05

Pass-through Entity — Michigan Department of Education
Finding Type — Materlal noncompliance

Condition — Pontiac Academy for Excellence did not complete the
on-site review prior to February 1.

Recommendation — Pontiac Academy for Excellence should
conduct on-site revisws an an annual basis prior to February 1 and
document the reviews on the form created by the State of Michigan
or on an internally developed form that meets all of the
requirements.

Views of Responsible Officials and Planned Corrective Actions —
The Academy, due to its relationship with the former management
company, was not asked to conduct such an internal review as
required, nor was the Academy staff provided with needed
information to alert them to such a review process. Through the
recent audit proceedings, the Academy staff is now fully aware of
such requirements and will conduct such a review during the month
of January each school year.

Current Status — We found the Academy did not complete an on-
site review. However, upon investigation we found that since the
Academy has only one bullding and one meal drop off site, an on
site review is not required, Since the Academy has multiple points
of service, an on site review is highly recommended.

See Notes to Schedule of Expenditures of Federal Awards.
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PONTIAC ACADEMY FOR EXCELLENCE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2006

Section lll — Federal Program Audit Findings (continued)

Reference
Number

Findings

05-06

Program Name ~ CFDA #84.010 - Title i

Pass-through Entity — Michigan Department of Education

Finding Type — Other noncompliance

Condition — The Academy could not support that all teachers hired
after the first day of school for the 2002-03 school year and working -
in a program supported by Title [ were highly qualified. .

Recommendation — The Academy should implement procedures to
evaluate all teachers supported by the Title | program to ensure
that they meet the highly qualified rules under the No Child Left
Behind Act of 2001.

Views of Responsible Officlals and Planned Corrective Actions —
The Academy has instituted procedures at the beginning of this
school year to ensure that all teaching staff and classroom based
support staff are highly qualified. Individuals who will be utilized for
the summer school programs in the future will be drawn from this
pool of highly qualified individuals.

Current Status — Corrective action was taken. No similar finding
was noted in the 2006 audit.

See Notes to Schedule of Expenditures of Federal Awards.
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November 7, 2006

Board of Directors
Pontiac Academy for Excellence
Pontiac, Michigan

In planning and performing our audit of the financial statements of the Academy
for the year ended June 30, 2008, we considered its internal control in crder to
determine our auditing procedures for the purpose of expressing our opinfon on...
the financial statements and not o provide assurance on the intemal control. '

However, during the course of our audit we became aware of a matter that Is an.
opportunity for strengthening intemal control and operating efficiancy. This fetter
summarizes our comments and suggestions regarding that matter. This letter
does not affect our report dated November 7, 2008. They are as follows:

Board Minutes

Board minutes are an important part of the Academy’s history. Because of this,
we believe the minutes should be as accurate as possible. We noted that the
July 18, 2006 Board minutes had text repeated from the June 20, 2006 Board

minutes. :

We recommend that care be taken to make sure the approved minutes for each
month are an accurate account of the meeting.

Credit Cards

We noted that significant Academy purchases have been made using employee
credit cards. The employees were then reimbursed for the purchase. We are

concerned that intemal controls could be bypassed in this process.

We recommend, that whenever possible, purchases be made using either funds
of the Academy or the Academy's credit card.

4855 State Street | P.0. Box 6457 | Saginaw, Michigan 48608 | 989.790.3900 | Fax: 989.790.3155
526 West Genesee Street | Frankenmuth, Michigan 48734 | 989.652.6220 | Fax: 989.652.2245



Board of Directors

Pontiac Academy for Excellence
November 7, 2006

Page Two

Food Service

As part of our testing of the food service program, we compared three months of
meals ordered against three months of meals served. Of the three months
tested, the highest percentage of meals served versus ordered was 65% and the
lowest was 52%. For the month of January, it appears as though some days the
number of Junches ordered was greater than the student count of the Academy.

We recommend that the numbers of meals ordered each day ior both breakfast
and lunch be evaluated in order to reduce the cost of the food service program.

and to eliminate waste.

Significant Contracts

We had difficulty obtaining significant contracts and leases in a timely mannet in
order to complete the audit. We realize that this year was a transition for the
Academy, however, we believe copies of all contracts and leases should be
available on site. In addition, we recommend that copies of all contracts and
leases be copied and distributed to the individual responsible for the general
ledger and financial statement preparation.

Capital Qutlay

We noted that items not meeting the capitalization policy of $500 were posted to
capital outiay accounts. We recommend that postings to capftal outlay accounts
be reviswed to ensure the items meet the Academy's policy. Also, it would
facllitate year end audit preparation {f a capital asset book was established to
inciude the most recent capital assets capitalization policy and copies of invoices

for capltal asset purchases.

In addition, we believe that the Board should reconsider the $500 threshold and
consider raising that amount to $1,000. :

Accounting Software

During the course of fieldwork we noted checks written after June 30, 2006 were
. posting back to the year ending June 30, 2008. As a result, the balance of cash
and accounts payable changed several fimes during fieidwork.

We recommtend the Acadamy work with its software company to investigate and
solve this problem as soon as possibie.




Board of Directors

Pontiac Academy for Excelience
November 7, 2006

Page Three -

Prepaid Expenditures and Deferred Revenue

We noted that the balance of prepaid expenditures and deferred revenue from
the fiscal year ended June 30, 2005 had not been cleared out at June 30, 2008.
Woe also noted that a portion of the prepaid expense was from the June 30, 2003
fiscal year, o S

A porticn of the deferred revenue was found fo be from federal grants. Because
of the lack of réversing the deferred revenue, additional time and delay in
completing the audit was spent in determining whether these funds had been
spent on a timely basis and in an appropriate manner. We did find that the -

deferred revenue from the June. 30, 2005 year appeared to be spent timely and - -

appropriately.

We recommend that all balance sheet accounts be reviewed on a monthly basis
and adjustments made to reverse or clear accounts each month.

Payroll Expenditures

When testing payroll tax expenditures we were unable 1o reconcile the employer
share of social securlty and unemployment expense. Upon further investigation,
we found that the payroll service company used by the employee lease company
had not calculated the employer share of social security and unemployment

expense praperly.

We recommend that the Academy monitor the payroll reports for accuracy.

Invoice Fifing

We noted that some vendor invoice files had multiple years and duplicate
invoices contained within the file. Because of this, It was difficult to determine, at
times, which invoices had been paid and which fiscal year they pertained to.

We recommend that once a flscal year has been closed, vendor invoices for that
year be stored and vendor fiies only contain current year invoices. In addition, we
recommend that, in mast cases, only one copy of each invoice be maintained In

the vendor file.




Board of Directors

Pontiac Academy for Excellence
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Page Four

Eligibllity for Free and Reduced Lunch

Per our conversation with the Michigan Department of Education, we understand
that a sample of income -eligibility from the free and reduced lunch applications
should be tested Qctober 1 through November 15 each year. We did not find that . .
the Academy had completed this test. : :

We recommend the Academy contact the Michigan Department of Education for
guidance on the procedures for testing income eligibllity. '

Roster of Approved Free and Reduced Applicants.

We were unable to match monthly rosters of free and reduced applicants to
approved applicants on file because these rosters wers not retained by the
Academy. The Academy’s computer software was unable to reproduce accurate

rosters at the time of fisidwork.

We recommend the Academy consult with the Department of Education to review
all documentation required to be kept on file.

We will review the status of these issues during our next audit engagement.
This report is intended solely for the information and use of the Academny,

management, and others within the organization. We have already discussed
many of these comments and suggestions with management and we will be

pleased to discuss them In further detail at your convenience.
e, Patvonyann b s Tymey P
f

Certffied Public Accountants



